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COVER STORY.

The 1990s... Rags To Riches

Fiscal year 1998 was another banner year
for Illinois state finance with General Funds rev-
enues up $1.130 billion, an end-of-year available
cash balance of $1.202 billion, a record-high
budgetary surplus of $356 million, and a $238
million improvement in the state’s GAAP deficit.

Much of this good news was
made possible by a strong econ-
omy, which turned in
another sterling perfor-
mance. Total nonagri-
cultural employ-
ment grew to a

lion. The state’s
unemployment
rate averaged only
4.6%, the second consecu-
tive year below 5%. And lllinois
personal income climbed 5.1%.
This scenario has a famil-
iar ring to it, much like fiscal
year 1989. That year ended
on a bright note with
General Funds revenue up

. $513 million, a record

end-of-year cash bal-

9
¢

ance of $541 mil-
lion, a bud-
getary surplus
of $148 mil-
lion, and a
$281 million
improvement
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in the GAAP deficit. The state economy
was also doing well with nonagricultural
employment at its highest level of the
decade and an average unemployment
rate at its lowest level since 1978. As
lllinois prepared to enter the 1990s, few
observers would have guessed that,
within two years, the state would begin
sliding into its worst financial condition
in memory. Even fewer would have
guessed that by the ninth year of the
decade, the reversal of financial fortune
would be so extreme as to put the state’s
budget in its best shape in memory.
Fueled by past budgetary practices,
economic recession, and exploding med-
ical costs, lllinois experienced its worst
cash shortage through the first half of
the decade. The seeds of the state’s
extended cash shortage were planted
with the fiscal year 1990 budget — the
first of three consecutive years where
actual revenues fell far short of expecta-
tions at the time the budgets were
passed. It is important to note that rev-

See COVER STORY, page 6
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A Message To You...

from Comptroller Loleta Didrickson

Welcome to our end of the year
Fiscal Focus!

In this final issue of Fiscal Focus we
take a look back — and a look ahead.

The 1990s have been a roller
coaster of a decade, both financially and
economically. This month’s Cover
Story looks at the boom to bust to boom
period between fiscal year 1989 and fis-
cal year 1999, and examines the reasons
behind Illinois’ financial fluctuations.

Testament to the state’s current eco-
nomic strength is our soaring revenue
growth. In Focus on Revenue, we
report that fiscal year 1998 marked the
third-highest annual growth in revenues,
with an increase in General Funds rev-
enues of $1.130 billion.

Appropriate for the first issue of
1999, Local Government and Stacks
Up provide a status report on the
progress of the state, and Illinois’ local
governments, in making their computer
systems Year 2000 compliant.

Finally, I would like to ask the
reader’s indulgence as | thank some peo-
ple who have been instrumental in mak-
ing Fiscal Focus a premier publication.

As | took office in early 1995, |
inherited the Comptroller's Monthly
Fiscal Report. While the Fiscal Report
was a solid product and complied with
the statutes, | wanted a different publi-
cation, and a wider readership. Enter
the Comptroller’s Research and Fiscal
Information Department, who along with
the Communications Department made
my vision for Fiscal Focus a reality.

I saw the need for a publication that
was timely, meaningful, and reader-
friendly, and that is exactly what was
delivered. A little over a year into my
administration, Fiscal Focus received
the Clarion Competition award from
Women in Communications, Inc. for
excellence in fiscal reporting. But |
believe the best measure of success is
found in our readers, both within and
outside of state government, who tell us
how much they value Fiscal Focus, and
the information we have provided.

My sincere thanks to Bob Brock,
Director of Research and Fiscal

Information. Your institutional mem-
ory, dedication, and commitment to
excellence helped shape Fiscal Focus.

I want to thank our Research and
Fiscal Information Department: Bill
Dracos, Bonnie Ettinger, Kevin
Fitzpatrick, Loren Iglarsh, and Jim
Ofcarcik. Month after month, you met
each assignment with renewed energy
and fresh interest in the subject at
hand. Your research and writing are
the foundation that Fiscal Focus has
been built upon. | also want to thank
Janet Irlam and Brenda Voyles, who
have helped keep Fiscal Focus on track.
Your assistance has been invaluable.

On the production side, I will begin
by thanking Jackie Price, Molly Hall
and Kim Maisch, all of the
Communications Department, who
played an important role in editing,
overseeing production, and managing
distribution of Fiscal Focus. Each of
you contributed to this most successful
publication.

Also on the production end, a very
special thank you to Rhonda Rathbone,
Butch Shoopman, and everyone in the
print shop. You consistently met the
deadline, and your attention to detail
and willingness to go the extra mile are
appreciated.

I would also like to give thanks to
Sally Barnes and Grafcom,
Incorporated, who provided the unique
and dynamic look | wanted for Fiscal
Focus. Their design and artwork
always enhanced our message, and
their professionalism is unequaled.

Last, but certainly not least, my
thanks to you, our readers. You were a
most appreciative audience, and you
made it all worthwhile.
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Borrowing From the State

A look at the June 30, 1998 Illinois
Comprehensive Annual Financial
Report (CAFR) shows an outstanding
loan and notes receivable balance of
$3.5 billion. This large balance may
surprise some citizens because
they do not usually associate their
state government with the loan
business. But as the table to the

tion, construction and rehabilitation of
housing, community facilities and
housing related commercial facilities,
and to acquire and develop land for
large-scale commercial developments.

choice. To fulfill this mandate, ISAC
maintains a program of loan guaran-
tees, scholarships and grant awards.

Of all the programs administered
by ISAC, the lllinois Designated
Account Purchase Program (IDAPP) is
the largest, with an outstanding bal-
ance of $895 million at June 30, 1998.
The purpose of IDAPP is to increase
participation of eligible lenders in the
Commission’s student loan programs
by purchasing guaranteed student
loans from lenders, thus reducing the
lenders’ collection and administrative
costs. The allowance for uncollectibles
applicable to IDAPP loans is $2.5 mil-
lion. Almost all of these debts are con-
sidered long-term.

Another significant group of loan
programs provides financing to cities,
counties and various other units of
local government throughout the state
for infrastructure construction and
maintenance. One of these programs,

Loans and Notes Receivable

right indicates, the state of Illinois
engages in a wide variety of loan
programs, including mortgage,
student, local government infra-
structure, business and port dis-
trict construction loans.

While it is true that the loan
programs discussed are not
directly related to the primary
responsibilities of the state, they
do serve to support economic develop-
ment, home ownership, and education,
objectives which may suffer in a
strained economy. By the same token,
prompt collection of currently due
amounts could also help in times of
economic downturn. Many of the
state’s loan programs have provisions
that any collections can be loaned
again for a similar purpose. Prompt
collection would assure that, even in a
recession, the worthwhile programs
funded by these loans would continue
to be financed.

The General Assembly established
each of these loan programs to achieve
a specific objective or meet a specific
need. One example, the mortgage
loan program, is the largest of the
state’s lending programs. The bulk of
this program ($1.6 billion of the bal-
ance shown in the table above) is
administered by the Illinois Housing
Development Authority (IHDA), and
the primary purpose of the program is
to encourage home ownership.
Financing is provided for the acquisi-

The Authority can‘also make loans and
purchase residential mortgages from
private lending institutions. As-of June
30, 1998, there were estimated uncol-
lectibles of $24.6 million related to the
IHDA's loans. Of the balance outstand-
ing at June 30, 1998, $1.58 billion was
classified as long-term which indicates
a'year or more before the due date.
This leaves approximately $35.8 million
currently available for collection:.

After the mortgage loan program,
student loans represent the next
largest-loan-balance. Although all nine
of the State sponsored universities
make student loans; by far the largest
lender in this area is the Illinois
Student Assistance Commission
(ISAC), with $933 million or about 89%
of the State’s student loans receivable.
The Commission was established by
the Higher Education Student
Assistance Law in 1957 to create and
administer a system of financial assis:
tance that would allow residents of the
State to attend qualified public or pri-
vate educational.institutions of their
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At June 30,
(amounts in thousands)
Type of Loan 1998 1997 1996 1995 1994
Mortgage Loan Program $ 1,644,353 $ 1661535 $ 1,581,182 $ 1,487,676 $ 1,414,677
Student Loan Program 1,045,478 863,258 820,861 707,806 639,861
Local Government Infrastructure 731,410 636,452 536,170 471,197 396,282
Business Loan Program 53,798 62,422 69,311 82,564 86,045
Port Districts Construction 15,528 15,578 15,628 15,678 15,728
Other 61,468 59,547 58,986 53,276 22,228
3,552,035 3,298,792 3,082,138 2,818,197 2,574,821
Less: Allowance for
Uncollectible Accounts 83,797 71,813 68,444 71,210 66,451
Net Loans & Notes Receivable  $ 3,468,238 $ 3,226,979 $ 3,013,694 $ 2,746,987 $ 2,508,370

administered by the state’s
Environmental Protection Agency, pro-
vides low interest loans to local gov-
ernments for the construction of
wastewater treatment works. At June
30, 1998, the balance of these loans
was $647.7 million, with 93% reflected
as long-term. Due to the stable nature
of the borrowers, no allowance for
uncollectibles has been applied to this
program.

The Department of Commerce
and Community Affairs (DCCA)
administers certain infrastructure
loans as well. These programs provide
financing to units of local government
for roads, streets, bridges, sidewalks
and other improvements in order to
enhance the public infrastructure of
lllinois’ communities, and retain pri-
vate sector jobs. On June 30, 1998, this
program had a loan balance of $6.3 mil-
lion, almost 71% of that long-term.

DCCA also sponsors a variety of
loans to stimulate economic develop-
ment. These loans are made to small
and large businesses for expansion, for

See FISCAL SMARTS , back page i.

=



Local Governments Meet the
Millennium

The Year 2000 problem (Y2K) has
been widely reported in both private
and government sectors and in the
media. But despite this growing
awareness, one particular
level of government, local
governments, does not

from federal and state governments to
discuss recommendations for action.
The summit also established a stan-
dard date format, that would be used
to exchange information between fed-
eral and state governments to assure

Local Government Survey Responses

al govel

\sLOC

keep them informed on all inter-

changes and Y2K issues that could
impact local services or systems.
Recent actions taken by the
Governmental Accounting

Standards Board (GASB) and the
Securities and Exchange

Commission (SEC) may also put

pressure on local governments to
take seriously their Y2K vulnera-

bility.
In a step to push businesses

into addressing Y2K, GASB and
the SEC now require Year 2000

disclosures in financial state-

appear to be taking steps 1,600

necessary to address poten-

tial problems associated with 1,400

the millennium bug. 1,200 4
The findings of a recent

report issued by the State of 1 oo |

Ilinois Year 2000

Technology Task Force 800 —

reveals some disappointing

facts pertaining to local gov- 600

ernments’ handling of Y2K 400 -

issues. The report, based

on asurvey sent to 2,823 200 -

local governments through-

out the state, had a very low 0

response rate of only 16 per-

cent of units surveyed. The

lack of response may be an

indicator of lack of under-

standing or preparedness regarding
the Y2K problem on the part of local
government units. Even where aware-
ness does exist, attention does not nec-
essarily follow. The units that did
respond to the survey reported that lit-
tle time and resources are devoted to
solving their Y2K problems.

The second major problem that the
Task Force found is that, unlike federal
and state governments, there is little
coordination among state and local
governments in addressing Y2K com-
pliance. For example, the federal gov-
ernment and state governments held a
Y2K summit on October 28, 1997
where agreement was reached to
establish a National Policy Committee
on Year 2000 issues. This committee
brings together senior policy officers
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County
Government

Township Municipal

Government

B Surveys Sent [l Responses

that government systems exchange
date information successfully into Year
2000. It was decided that date-related
data exchanges between federal and
state governments will be represented
in a 4-digit format, unless there is a
mutual agreement to use a different
format.

Federal and state cooperation is
based on long-standing relationships;
however, the decentralization of state
and local governments has made com-
munication and cooperation on Y2K
more difficult. As a result, coordinated
efforts to fix Y2K are virtually non-
existent. The Task Force suggests
that state agencies carefully examine
state and local data interchanges and
work closely with local authorities to

4

Government

ments. GASB requires govern-
mental entities to disclose any sig-
— nificant amount of resources com-
mitted to making computer sys-
tems and equipment critical to
operations Year 2000 compliant.
GASB also requires governments
to report both how the Y2K issue
will affect them, and the steps
they have taken in order to pre-
pare for the problem.

The SEC is currently reviewing dis-
closure statements of companies,
investment firms and advisors.
Because of the inter-connection of the
economy, the SEC is concerned that
one company’s lack of readiness could
have adverse consequences on many
other companies. The SEC is now
requiring these companies and local
governments to report on their Y2K
status to ensure sufficient information
is made available. Some 50,000 states,
counties, and municipalities have been
required to report Year 2000 compli-
ance costs. Failure of a unit to report
how Y2K costs will affect their bond
payments could jeopardize their rat-
ings and result in fraud charges.

See LOCAL GOVERNMENTS, back page



How ILLINOIS
STACKS UP

Preparing for Y2K

Since April 1996, efforts have been underway in
llinois to assess agency readiness for the new millen-
nium in terms of the Year 2000 “bug,” commonly
referred to as Y2K. The problem is not actually a bug
or virus, but rather an internal problem in determining
the current year. The problem was caused when early
programmers decided to save memory space, a pre-
cious and expensive commodity at that time, by using a
two-space format to indicate the year instead of four
spaces (e.g., 98 instead of 1998). This embedded space
limitation in computer programs and hardware set the
stage for a turn-of-the-century crisis when computers
will switch to “00” and be unable to recognize the
appropriate year. What will actually happen is not
known; however, experts believe that if the problem is
not remedied, a huge array of electronic systems —
from small household appliances with embedded
microchips to air traffic control and NASA launch sys-
tems — may malfunction, miscalculate or shut down
completely.

Of particular importance to Illinois citizens is the
ability of service-providing state agencies, those
responsible for critical systems affecting health, safety,
revenues, etc., to accommodate the date change that
will occur in 12 months. The lllinois Year 2000
Technology Task Force is the government entity
responsible for coordinating the state’s efforts and
tracking agency progress in bringing critical computer
systems into Y2K compliance. State agencies and enti-
ties, universities, colleges and local governments (see
Local Government) were surveyed this year regarding
their Y2K compliance. Results of the survey are pro-
vided in the November 1998 preliminary report of the
task force. As of September 30, 1998, 14 state agencies
are 100% compliant and 40 other agencies report vary-
ing progress in their compliance efforts. The State
Board of Investment and the State Labor and Local
Labor Relations are the only two agencies that have not
submitted a compliance report to the task force.

Absent from the preliminary report are details
regarding the status of Y2K compliance within the
state’s educational system. The situation for Illinois’
K-12 in terms of Y2K compliance is unknown and the
task force report directs the State Board of Education
to provide compliance reporting to the General
Assembly and the Governor. According to the report,
the state’s colleges and universities are aware of the

Y2K Compliance for Selected State
Agencies
(as of September 30, 1998)

Percent

Complete
Agency (9/30/98)
Comptroller 95
Transportation 92
Treasurer 90
State Lottery 90 \{(t{\
Professional Regulation 90
Historic Preservation Agency 90
Insurance 80
Commerce and Community Affairs 80
Central Management 80
Agriculture 80
Employment Security 78
State Employees Retirement Sys 75
Public Aid 70
Human Services 65
State Police 63
Office of State Fire Marshal 60
Legislative Information System 60
Environment Protect Agency 59
Nuclear Safety B
Public Health 56
IL Student Assistance Comm 50
Corrections 50
Secretary of State 48
IL Industrial Commission 47
IL Emergency Management Agcy 45
Revenue 43
Capital Development Board 43
Children and Family Services 35
IL Commerce Commission 24
Aging i3
Financial Institutions 12

* based on information provided June 1998

problem and are deal-
ing with it; however, the
report specifically
directs the Board of
Higher Education to
provide a mechanism
for state universities to
report their compliance
status.

The task force has
set completion target
dates of January 1,
1999, for critical sys-
tems and April 1, 1999
for all other systems in
order to allow time for

Agencies in Full Compliance
(as of September 30, 1998)

Bureau of the Budget

Civil Service Commision

E ST Louis Finance Advis Auth
Human Rights Commission

IL Farm Development Auth

IL Law Enforce Train & Stds Bd
Judicial Inquiry Board

Labor

Liquor Commision

Military Affairs

Pollution Control Board
Prairie State 2000 Auth
Prisoner Review Board

Racing Board

State Police Merit Board

testing. The Auditor General will be including Y2K
compliance in his end of fiscal year 1999 audit. The
Chicago Tribune reported recently that the price tag
for this effort will top $144.4 million with over 700,000
man-hours already expended during the last two years.
Persons interested in following the progress of the
state’s Y2K readiness process may check the task
force’s web site: http://www.state.il.us/cms/y2k.
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COVER STORY: continued..

Rags to Riches...

enues did not decline over this period,
but simply fell short of estimates.
From 1990 through 1992, actual rev-
enue growth of $1.899 billion (exclud-
ing short-term borrowing) fell $878
million short of the $2.777 billion esti-
mated. As the economic downturn
that started in fiscal year 1991
stretched into 1992, the budget-makers
nightmare came true. That year,
General Funds revenue growth fell
$500 million below expectations, even
with the acceleration of sales tax col-
lections and other revenue enhance-
ment measures.

Unfortunately, spending cuts were
unable to keep up with the revenue
shortfalls, and the result was a large
and rapid deterioration of the state’s
financial position. Measured on a cash
basis, the General Funds budgetary
balance fell to a deficit of $887 million
by fiscal year 1992. On a GAAP basis
(generally accepted accounting princi-

General Revenue Fund Average Daily Available Cash Balance

(Millions of Dollars)

1,100

fell far short of expectations. The
result was a growing accumulation of
unpaid bills at the Comptroller’s
Office. The average daily available
cash balance remained below $50 mil-
lion for most of the next five years.

Economic growth finally took hold
toward the end of fiscal year 1992, and
over the next two years, “base” rev-
enue growth outpaced estimates by
$404 million. In fiscal year 1995, the
strong economy produced a phenome-
nal $1.415 billion revenue increase —
the largest increase on record and
$380 million more than originally
expected. This dramatic reversal of
fortune provided the extra revenue
boost necessary to begin correcting
the state’s fiscal problems.

That process took two more years.
After higher-than-expected revenue
growth in 1996 and 1997, the state’s
General Funds budgetary balance
turned positive at the end of fiscal year
1997 for the first time since 1989.
Good fortune continued through fiscal
year 1998 producing revenue growth
of $1.130 billion
— the third

1,000

largest increase
on record and

900

$480 million

800

more than esti-

mated when the

700

600

year began ($80

500

million of the
new revenue

400

came from the

300

cigarette and

200

messages tax

100

increases passed

Jul 1989
Jan 1990
Jul 1990
Jan 1991
Jul 1991
Jan 1992
Jul 1992
Jan 1993
Jul 1993
Jan 1994
Jul 1994
Jan 1995

pals), the General Funds balance
dropped to a $1.656 billion deficit that
same year.

Another indicator of the severity
and duration of the cash shortage is
the average daily available cash bal-
ance in the General Revenue Fund (the
state’s main operating fund). Due to
the seasonal mismatch between rev-
enue and spending, this indicator nor-
mally drops precipitously during the
first part of the fiscal year before
climbing during the last half of the
year. After falling at the start of fiscal
year 1991, however, the average failed
to rebound later in the year as revenue
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Jul 1995

in December
1997 as part of
the education
funding pack-
age). Over the
period, the General Revenue Fund
average daily available cash bal-
ance also improved dramatically,
jumping from $43 million in July
1995 to $252 million in July 1996

an 1996
1 1996
Jan 1997
Jul 1997
Jan 1998
Jul 1998

J
Ju

In theory, budgets are based on
revenue estimates. That means that if
revenues fall short of expectations,
spending must be reduced to keep the
two in relative balance. Through most
of the early 1990s, Illinois was unable
to cut spending far enough to catch up
to revenue shortfalls. The fact that
budget cuts are seldom easy was com-
pounded by court-ordered spending
and exploding medical costs. When
the cash ran out, Illinois fell back on its
standard practice of deferring the pay-
ment of Medicaid liabilities as permit-
ted under Section 25 of the State
Finance Act, this time with disastrous
fiscal consequences.

Changes in Section 25 liabilities
(which are essentially the changes in
Medicaid liability) have been reflected
in the state’s GAAP deficit. While the
widening of the GAAP deficit in the
early 1990s closely matched the
growth in deferrals under Section 25,
the recent narrowing of that deficit has
also tracked closely to the reductions
in those deferrals.

What Lies Ahead?
Is lllinois ready for the next bump
in the road? As the state prepares to
enter the last year of the decade, it

General Funds GAAP Balance and
Cash-Basis Budgetary Balance
(millions of dollars)

Fiscal GAAP Budgetary
Year Balance Balance
1986 (261) (153)
1987 (587) (319)
1988 (355) (76)
1989 (74) 148
1990 (557) (191)
1991 (1,368) (666)
1992 (1,656) (887)
1993 (1,916) (630)
1994 (1,595) (422)
1995 (1,204) (341)
1996 (952) (292)
1997 (451) 45
1998 (213) 356

General Funds Base Revenue Growth
Estimated vs Actual
(millions of dollars)

Fiscal Estimated Actual Estimated Actual

and to $1.061 billion in July 1998.

The impact of the extraordi-
nary performance of the Illinois
economy, as well as better fiscal
discipline, is clearly evident in
improvements in the state’s GAAP
financial position. After swelling
to a $1.916 billion deficit in fiscal
year 1995, the General Funds
GAAP deficit shrank to $213 mil-
lion in fiscal year 1998.

6

Year Revenue Revenue Growth Growth Diff.
1989 12,133
1990 13,009 12,841 876 708  (168)
1991 13,471 13,261 630 420  (210)
1992 14,532 14,032 1,271 771 (500)
1993 14,523 14,750 491 718 227
1994 15,410 15,587 660 837 177
1995 16,622 17,002 1,035 1,415 380
1996 17,713 17,936 711 934 223
1997 18,660 18,854 724 918 194
1998 19,504 19,984 650 1,130 480
1999 21,384 ? 1,400 ? ?
Estimates reflect the first estimates for the fiscal year
released by the Bureau of the Budget following enactment of

the new year’s budget.



does so with a state budget in excellent
shape and riding an economy that has
produced extraordinary growth over
the last several years. Clearly, there
have been financial improvements
across a broad spectrum. But in order
to continue to improve its fiscal health,
the state faces several challenges. To
keep balances at acceptable levels and
payment cycles under control,
resources must continue to be directed
to these purposes. The ability to allo-
cate resources will be constrained on
the one hand by revenue growth and
on the other hand by competing bud-
getary needs. There is cause for con-
cern on both counts.

On the revenue side, there
is concern about the impact of
future economic fluctuations
and about the ability of the tax
base to produce a steady

stream of revenue. lllinois’ p  $10007
General Funds revenue baseis 5 $500 4
highly susceptible to economic g

cycles. While the state has @
benefited over the last several 2  $-500 4
years from revenue growthin =~ € ¢ 900
excess of expectations, that

kind of good fortune can $-1,500 1
reverse itself quickly. Just as $-2,000

the recent economic growth

produced rapid increases in

receipts from the personal

income, sales, and corporate

income taxes, slower economic growth
would result in dramatically slower
receipt growth in these sources tied
most directly to the economy.

Two of these sources, the sales
and corporate income taxes, are also
unstable. This is due in part to the
basic structure of the taxes. For exam-
ple, since lllinois does not impose a
sales tax on services, sales tax rev-
enues are highly dependent on the
consumption of durable goods which,
in turn, is related to the health of the
economy. In addition, the state’s cor-
porate income tax is more accurately a
tax on corporate profits, and as such,
exhibits huge swings between good
years and bad.

Another reason for instability in
the tax base is the enactment of tax
relief measures (also called tax expen-
ditures). Last year, tax expenditures
cost the General Funds an estimated
$3.8 billion. Two of the largest also
add to the volatility of revenues. The
removal of food and drugs from the
sales tax base increased its depen-
dence on the consumption of durable
goods while the net operating loss
deduction from the corporate income
tax made this source even more erratic.

$2,000 ~
$1,500

$0

The two most recent tax expendi-
tures were effective July 1, 1998 and
include a doubling of the personal
exemption from the income tax and a
change in the method used to appor-
tion corporate income to lllinois.
These are phased-in over three years,
but when the phase-in is complete,
they will reduce the tax base by an esti-
mated $383 million annually.

On the spending side, future bud-
gets will have to address legislatively
guaranteed funding increases for edu-
cation and the state’s pension systems.
In addition to making room for these
guarantees, future budgets will also
likely face increased spending

Section 25 Liabilities & GAAP Deficits
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demands stemming from an economic
downturn. Two programs that are cer-
tain to be affected by adverse eco-
nomic conditions are TANF
(Temporary Assistance to Needy
Families) and Medicaid. Since the
TANF program is new (July 1997), it
has yet to be tested across a complete
economic cycle. As aresult, there is
no experience with the program dur-
ing recession.

On the other hand, the last ten
years provides ample
evidence of the poten-
tial impact of explod-

One of the keys to future budgets
will be how the state deals with its cur-
rent budgetary surplus. lllinois has
had budgetary surpluses in the past,
but surpluses have been temporary
phenomena, evaporating as quickly as
they have appeared. In fact, over the
last 22 years, there have been bud-
getary surplus only 4 other times. And
each time within two years, the state
was in serious financial shape due to
the economy and the budgetary prac-
tices of state government. While eco-
nomic cycles are largely beyond the
influence of state government, taxing
and spending decisions are not.
Although economic cycles can be long,
and their impact dramatic, they seldom
permanently change the fiscal land-
scape. Fiscal policy decisions, how-
ever, have tended to have much more
pronounced long-term impacts. Tax
relief efforts of the 1970’s and 1980’s,
for example, permanently reduced the
state’s tax base, usually at the most
inopportune times. Likewise, spend-
ing decisions, only some of which have
been dictated by the courts or the fed-
eral government, have permanently
increased the state’s spending base.

Over the years, this combination of
reduced tax base, increased spending
base, and the ever-present economic
cycle have resulted in feast or famine
budgets. During the feast, there is
enough for everybody. But during the
famine, lllinois has resorted to a vari-
ety of tactics to get back on track —
temporary tax increases, permanent
tax increases, inter-fund borrowing,
inter-fund transfers, short-term bor-
rowing, and extended payment delays.
These experiences make it increas-
ingly important that any surplus be
examined carefully before deciding
how to use it.

Section 25 Liabilities, FY 1990-98

ing medical costs. $2,000 + B
While it appears that $1,800 M opH

. Group —
medical costs and $1,600 | Insurance
Section 25 deferred $1,400 B Medicaid —|
liabilities are Iargely 2 $1.200 -
under control, contin- s
ued efforts will be Z $1.0004
required to keep $800
deferrals from again $600
becoming a bud- $400
getary black hole. $200
This is particularly so
important given last 1990 1991 1992 1993 1994 1995 1996 1997 1998
year’s increase in Fiscal Year
deferrals after three
consecutive years of decline. See COVER STORY, back page i
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An Overview of the Illinois

Economy

Employment Trends

Illinois came out of the economic
crisis of the 1980’s with many innova-
tive businesses strengthened from
dealing with adverse economic condi-
tions. Proof can be found in the ster-
ling performance of the Illinois econ-
omy over the past ten years. During
the 1990’s the Illinois unemployment
rate peaked at an 8.0 percent average
during the mild recession in fiscal year
1992. Following the recession, the
average lllinois unemployment rate
dropped below 6 percent in fiscal year
1995 and averaged 4.9 percent in fiscal

year 1997 followed by 4.6 percent in fis-

cal year 1998. After exceeding the U.S.
unemployment rate for 15 consecutive
years, the Illinois unemployment rate
has fallen below the national rate for
each of the past four fiscal years.
Requisite for a strong economy is
healthy job growth to provide employ-

ment for new entrants to the labor mar-

ket. Over the past ten years, lllinois
has created 661 thousand new jobs,
mostly in the service sector. Thisisa
diverse segment whose major compo-
nents include health care, business
services such as advertising and tem-
porary help, personal services such as
dry cleaners and barbers, the lodging
industry, private education, and social
services including child care. Service
industry employment increased 35.0
percent between fiscal year 1989 and
fiscal year 1998 and its 444 thousand-
job increase accounted for 67 percent
of lllinois’ employment increase during
the period.

Employment grew at more modest
rates in the other sectors of the lllinois
economy. The only other sectors with
double-digit job increases were the
construction industry, where employ-
ment increased 14.4 percent from 209
thousand jobs in fiscal year 1989 to 239
thousand jobs in fiscal year 1998; and
transportation, communications, and

Fiscal Focus December/January 1999

public utilities where employment
increased 12.6 percent from 302 thou-
sand jobs in fiscal year 1989 to 340
thousand in fiscal year 1998.

The exception to the overall
increase in employment is the manu-
facturing sector. Employment trends
demonstrate a continuing shift in jobs
from manufacturing to services.
Whereas the manufacturing share of
employment decreased from 19 per-
cent to 17 percent between fiscal year
1989 and fiscal year 1998, the service
share increased from 25 percent to 29
percent during the period. In fiscal
year 1998, 23 percent of employment
was in wholesale and retail trade, 14
percent in government, 7 percent in
finance, insurance, and real estate, 6
percent in transportation, communica-
tions, and public utilities, and 4 percent
in construction.

Illinois manufacturing industries
averaged 979 thousand employees in
fiscal year 1998, down 3 thousand
employees from their fiscal year 1989
level. The best measure of manufac-
turing production in our area, the
Chicago Federal Reserve Bank
Midwest Manufacturing Index (MMI)
indicates significant growth in manu-
facturing output in our region over the
past ten years. Between June 1989 and
June 1998, the MMI indicates that
there was a 31 percent increase in
Midwest manufacturing output.
Therefore it appears that this employ-
ment loss reflects the impact of higher
productivity and the increased use of
temporary workers (who are counted
in the service sector).

The jobs created during the 1990’s
were largely new jobs as the mild
recession of the early 1990’s entailed
minimal job losses. During the prior
recession of the early 1980’s, average
Illinois nonagricultural employment
declined by 370 thousand jobs or 7.6
percent between fiscal years 1980 and

8

N
N\
Yy

Deypyyes®

1,800

1,500

1,200

900

600

Illinois Empl
(in Thg

M Fiscal Year 1989
Fiscal Year 1998
- - - % Change

8%

6%

4% -

2%

Source: lllinois Department of Employment

1989 1990 1991 1992

Fisq




ENTERPIECE

f;])onment Trends
ousands)
L 40%
M Fiscal Year 1989 ’
[ Fiscal Year 1998
- - - % Change H 30%
AN
AY
g H 20%
AN
AY
H 10%
H 0%
- . ] 10%
&
&
K3
Source: lllinois Department of
Employment Security
ployment Rates
vs. U.S. (Percent)
M lllinois [T US.

A _/

1993 1994
iscal Year
ent Security

1995 1996 1997 1998




Job Grewth Means Healthy Ec

-. Service

I| Constructiofp
Communication$

( Transportatiop

Public Utilities

ment Trends
sands)

- 40%

- 30%

- 20%

- 10%

- 0%

10%

Source: lllinois Department of
Employment Security

)yment Rates
U.S. (Percent)

M lllinois us.

1994 1995 1996 1997 = 1998

1983 as the Illinois unemployment rate
rose to a 12.3 percent peak in fiscal
year 1983. In contrast, there was only
a 55 thousand or 1.0 percent job loss
during the brief recession that took
place in fiscal year 1992.

Income Trends

After a brief downturn in real per-
sonal income during fiscal year 1991,
Illinois has experienced seven consec-
utive years of growth. Between fiscal
year 1989 and fiscal year 1998, real per-
sonal income increased 18.6 percent
allowing lllinois to continue to be one
of the nation’s wealthiest states. For
fiscal year 1998, per capita personal
income in lllinois was $28,609. This
was $2,674 or 10 percent greater than
the average national per capita income
of $25,935.

Another contributor to its rela-
tively high level of per capita personal
income is lllinois’ low poverty rate (the
percentage of individuals living in
households with incomes below the
poverty level). Although 1in9
Illinoisans live in poverty, the 11.6 per-
cent lllinois rate (Census Bureau esti-
mates for 1996 and 1997) is almost 2
percent below the 13.5 percent national
rate.

Concerns for the Future

Recent economic success does not
guarantee future economic growth.
The Illinois economy is too dependent
on economic conditions in the rest of
the United States and around the world
to not suffer from difficulties faced by
our trading partners. Economic prob-
lems in Asia, Russia, and portions of
Latin America have already started to
affect lllinois industries whose prod-
ucts are sold on world markets or who
face low priced Asian competitors.

The lllinois economy has numer-
ous and growing interconnections with
markets around the World. Between
1987 and 1997, the value of goods
exported by lllinois companies
increased 235 percent to $34.2 billion,
ranking fifth among the states.
Nationally exports increased 181 per-
cent during that period.

In line with the increased interest
in exporting, the U.S. economy has
become much more open to imports.
Import data is not available for states,
but nationally imports of goods
increased 114 percent between 1987
and 1997 and exceeded the value of
exports each year.

A geographic breakdown of the
export data shows the diversity of
regions buying lllinois products and

the importance to lllinois of troubled
Asian export markets. Three regions
each received over 20 percent of the
exports attributed to Illinois. Asia
leads all buyers, receiving 28 percent
of exports, followed by Europe with 27
percent and Canada with 24 percent.
A study of Illinois exports found
that industrial machinery - including

Where lllinois Exported in 1997

Other
6%
\

Asia

Latin America _ 28%

15% \

Europe /s

27% : Canada
Source: U.S. Census Bureau 24%

construction machinery - accounted
for 26.5 percent of the value of exports
attributed to Illinois in 1997. Other
major export industries were elec-
tronic and electric equipment, chemi-
cals, and transportation equipment.
Ilinois’ strength in durable equipment
leaves it vulnerable to problems in
export markets, as many of these prod-
ucts are items whose purchase can be
deferred during a time of crisis.

One way a country can try to deal
with economic adversity is to attempt
to export its way to recovery, counter-
ing weak domestic demand for its
products with attempts to increase for-
eign sales. Unfortunately, this process
often just serves to spread the reces-
sion to the country’s trading partners.
For example, the U.S. steel industry,
which has historically been centered in
the Midwest, is facing a worldwide
assault on its home market from coun-
tries facing significant over capacity in
their steel industries. Third quarter
imports of steel mill products to the
U.S. were up 56 percent from the prior
year. Imports increased sixfold from
Australia and Indonesia, tripled from
Japan and South Africa, and more than
doubled from Russia, Korea, the
Ukraine, and China. Although cheap
imports can help companies that use
steel, they are causing serious prob-
lems for U.S. steel companies and their
employees.

See CENTERPIECE , page 14
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General Funds Revenue Growth
Third-Highest on Record

General Funds revenues for fiscal
year 1998 increased by $1.130 billion,
representing the third-highest annual
growth in revenues. Trailing only fis-
cal year 1995 ($1.416 billion) and fiscal
year 1984 ($1.370 billion), this 6.0%
growth was due primarily to
the continued strength of the
economy. The economic-dri-
ven revenue sources of income
and sales taxes accounted for
92.1% of the revenue increase.

State sources increased
$1.075 billion, led by a $759
million surge in income tax
revenues. Individual income
taxes were up $708 million
(11.5%) and corporate income
taxes rose $51 million (4.7%).
Comparison to the prior year is
affected by changes to the per-
centages of income taxes
deposited into the Income Tax
Refund Fund. For fiscal year
1998, the percentages for both
individual and corporate were
reduced. Adjusting for
changes in the refund rates,
individual income tax receipts
grew 10.9% and corporate
income tax receipts grew 3.0%.
During the same period, the
fiscal year 1998 unemployment
rate in lllinois fell to 4.6% as
wage and salary income increased
6.5%. Also, the strong performance of
the stock market resulted in increased
capital gains and dividend income.
Obviously, these economic factors had
a major impact on income and the
growth in individual income taxes.

Revenues from the state sales tax
totaled $5.274 billion in fiscal year
1998. This represents an increase of
$282 million or 5.6% and reflects the
continued strength in retail sales for
the year.

While receipts from other sources
increased $42 million or 1.8% for the
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year, there were fluctuations in the var-
ious sources. The two largest sources
under this group were impacted by tax
changes that only applied to the last
half of the fiscal year. Public utility
taxes grew 4.5% due to an increase in

the telecommunications tax. Cigarette
receipts were up 15.3% due a tax
increase and a change in the allocation
to the General Funds from $25 million
a month to $33.3 million. Inheritance
tax receipts increased $51 million and
investment income grew $38 million or
26.4% as a result of higher balances.
These increases were offset by
declines of $99 million in intergovern-
mental transfer payments from Cook
County. This decrease was due to the
timing of deposits in fiscal year 1997.

In addition, a recent court ruling invali-

dating the insurance privilege tax

10

OCUS on Revenue

caused a $55 million decrease in insur-
ance taxes and fees.

Transfers-in from other funds
decreased by $8 million, led by
declines in gambling revenues.
Lottery transfers fell by $30 million
and riverboat gaming transfers
declined $15 million, due to a
restructuring of the tax. The
declines in gambling transfers were
offset in part by a $37 million
increase in other transfers, including
the Build Illinois Fund ($13 million)
and the Warrant Escheat Fund ($10
million).

Other sources and transfers-in
accounted for 17.0% of General
Funds revenues in fiscal year 1998.
With the exception of public utility
taxes, these revenues are fairly stag-
nant and impacted primarily by leg-
islative changes. Since federal
sources increased only 1.7% in fiscal
year 1998, the percentage of total
revenues fell to 16.6%. Therefore,
income and sales taxes accounted for
66.4% of total General Funds rev-
enues for the year.

Some revenues will almost cer-
tainly show improvement in fiscal
year 1999. Public utility and ciga-
rette taxes, with a full year impacted
by tax increases, and the new insur-
ance privilege tax should restore rev-
enue to prior levels. Nevertheless, it
is the economy-driven sources that
have the greatest impact on the state’s
financial condition, and it is the econ-
omy that will continue to determine
the state’s fiscal health in the future.
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How Are We Spending Fee Revenues?

A resident of Illinois has to pay a
fee to go camping, to receive their dri-
ver’s license, or to obtain a license for
certain occupations. In fact, there
were 2,154 separate fees collected by
various agents of state government in
fiscal year 1998. Fee revenues from
fiscal year 1998 totaled $2.683 hillion,
$73 million or 2.8%, higher than the
previous year. If viewed as
a single combined
source, fee rev-
enue would be

the fourth- Purchase
largest state of Service
revenue 45% ~__
source. This

raises the

question; how is this
money being spent by
the state?

Fee revenues are
spent in three basic ways.
Some of the fees collected
are user fees, and pay for the
service received by the payer
of the fee. Two major fee-sup-
ported enterprises are the public
university and toll highway systems,
which received combined fee revenues
of almost $1.1 billion. User fees can
cover state services such as state
parks, veteran’s homes, and services
provided by the state police. A pro-
gram is self-supporting when the only
source of funds available to the admin-
istering agency are fees and other pro-
gram income. The toll highway sys-
tem and the State Fair are examples of
such enterprises. In fiscal year 1998,
$1.212 billion or 45% of total fees were
deposited into funds that paid for fee
related services.

Some fees are called revenue-gen-
erating fees and are either spent on
programs that do not directly benefit
the fee payer or are spent from a fund
that supports a wide range of responsi-
bilities. One example of this type of
fee is the Medicaid assessment funds,
which includes the county Hospital
Services Fund, Long Term Care

Provider Fund, Care Provider Fund for
Persons with Developmental Disability,
and Hospital Provider Fund. Another
prominent example of revenue-gener-
ating fees are the Road Fund and State
Construction Account Fund. The most
prominent fund, with a range of pay-
ments so broad as to make it impossi-
ble to link revenues to expenditures, is
the General

Use of Fiscal Year 1998 Revenue Fund.
Fee Revenues

The General

Revenue
Generating
— 48%

Revenue
Fund received
only $85 mil-
lion in fee rev-
enue in fiscal year
1998. Once the

I deposit of fee rev-
Regulatory enue is made, it is
7% pooled with other

monies and is available for
the numerous appropriations charged
against the fund. Thus, there is little
connection between fee collections and
spending from the fund. Other rev-
enue generating fees also have this dis-
tinction because payments from the
fund that received the fees neither paid
for a service, nor regulated those pay-
ing the fee. An example of this type of
fee are the fees collected by the
Treasurer from court fine surcharges,
which are used for numerous functions
including drug traffic prevention and
violent crime victims assistance.
Revenue generating fees accounted for
$1.284 billion or 48% of the total fee col-
lection in fiscal year 1998.

The third way that fees are spent is
to support state regulation of the fee
payer. Although this accounts for only
$187 million or 7% of the revenue from
fees, these moneys support a signifi-
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State of Illinois

Fee Impo§LtJé)n Report

cant portion of the budgets of the state
agencies charged with business and
occupational licensing and regulation
in lllinois. Regulation can be simply
collecting a fee and maintaining a list
of licensees or regulation may involve
examining applicants, investigating
complaints, and disciplining licensees
who fail to meet prescribed standards.
The Departments of Professional
Regulation, Nuclear Safety, Insurance,
and Banks, Real Estate and the Liquor
Control Commission all collected fees
which account for all or most of the
agency’s spending. As shownina
study in the fiscal year 1996 Fee impo-
sition report, there is a growing
emphasis on the use of fees to pay for
regulatory operations, and a shift away
from the General Revenue Fund as a
primary source of funding. On the
other hand, at regulating agencies
such as the Environmental Protection
Agency, Departments of Labor, Public
Health and Agriculture, less than 30%
of the agency’s operations are covered
by fee revenues.

Fees are paid daily for numerous
and varied functions. As a single fund-
ing source, they play an important role
in the state’s financial picture. Itis
vital to understand how these fee rev-
enues are collected and spent. For
more information on fee revenues, see
the 1998 Fee Imposition report, avail-
able in print or at the Comptroller’s
website: www.ioc.state.il.us .
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B ILLINOIS STATS: Economic and F

inancial B

The Illinois unemployment rate was 4.5% in
November, 0.1% greater than the October Illinois

rate and November national rate and 0.3% below its . o,

Illinois Personal Income
Change from yr. ago (Reported Quarterly)

lllinois Direct Exports — billions year earlier level. The lllinois unemployment rate has

been below 5% for twenty-two consecutive months.

3.1

Inflation also remained low with the November U.S.
CPI only 1.5% greater than its year earlier level.
Other indicators provided mixed signals about the
direction of the economy. The Chicago Purchasing
Managers Index (50.2 in November) was at the 50
level that indicates equal numbers of reports of
increasing economic activity and decreasing activity.
On the negative side, October average manufactur-
ing hours were down, while November new claims
for unemployment insurance were up from their
prior year levels. On the positive side, September
exports and October housing permits were both up
from their prior year levels.
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The latest DRI/McGraw-Hill economic forecast
expects a slowdown in the growth rate for the
U.S. economy during the first part of 1999. The
growth rate for the U.S. economy is forecast to
decline from a 3.0% rate during the final quar-
ter of 1998 to 1.3% and 1.1% rates during the
first half of 1999. Growth rates are expected to
improve during the second half of the year.
Slower economic growth and competition from
lower priced Asian goods will help keep infla-
tion under control as the inflation rate is fore-
cast to remain below 3% throughout calendar
1998 and 1999.

SOURCES:

Illinois Department of Employment Security:
Hours Worked in Manufacturing, Unemployment
Insurance Claims

U.S. Census Bureau:
Direct Exports, Housing Permits

1997 Oct-98

Nov-98

M Prime Interest Rate M 3-Month Treasury Bill Rate
M General Obligation Municipal 20 Year Rate

U.S. Bureau of Economic Analysis:
Personal Income

Purchasing Managers Association of Chicago:
Purchasing Managers Index

DRI/McGraw-Hill:
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U.S. Bureau of Labor Statistics:
Unemployment Rates, Consumer Price Index
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Economic Forecasts

Federal Reserve System:
Interest Rates



A Monthly Look
At State Finance

ital
atistics

String of Record End-of-Month
Balances Reaches 19!

For the nineteenth consecutive
month, the General Funds end-of-month
balance set a record when compared to
the same month in previous fiscal years.
The $770 million balance at the end of
December is $277 million or 56.2%
higher than last year. The continuation
of impressive revenue performance con-
tinues to bolster the fiscal stability of the
General Funds. December marks only
the second time that revenues have
topped the two billion dollar mark for a
given month and the first time that
expenditures have exceeded the two bil-
lion dollar threshold.

General Funds Revenues Through
Six Months - Up 8.9%

Through six months of fiscal year
1999, General Funds revenues totaled
$10.312 billion, $842 million or 8.9%
higher than last year. Personal income
taxes along with sales taxes receipts
and federal source revenues accounted
for two-thirds of the increase in rev-
enues. Compared to the first six
months of fiscal year 1998, personal
income taxes are up $196 million or
6.8% while sales taxes are up $131 mil-
lion or 4.9% and federal revenues are
up $229 million or 12.9%.

Other sources contributing to the
revenue increase over last fiscal year
include cigarette taxes (up $53 million
or 35.3%), State Gaming Fund transfers
from riverboat gambling proceeds (up
$56 million or 63.6%), insurance taxes
and fees (up $64 million or 136.2%),
and Cook County Intergovernmental
transfers (up $40 million or 37.4%).
The increase in cigarette tax receipts is
due to a tax rate increase while insur-
ance taxes and fees and riverboat gam-
bling taxes are both due to rate
restructuring.

The Heartbeat of lllinois’ Finance

Despite the increase in nearly
every major source of revenue to the
General Funds, it is the decline in two
major sources of revenue that may be
most noteworthy. Corporate income
tax receipts for the first six months of
fiscal year 1999 are down $14 million
or 3.1% and Lottery Fund transfers are
down $26 million or 10.6%.

General Funds Spending Up 9.8%
Through Six Months

After six months, General Funds
cash expenditures totaled $10.744 bil-
lion, $961 million or 9.8% higher than
last year. For the year, total spending
exceeds revenues by $432 million
resulting in a drop in the available cash
balance from $1.202 billion at the
beginning of the fiscal year to $770 mil-
lion at the end of December.

Compared to last fiscal year, total
grant spending from the General
Funds has increased by $686 million or
11.0%. Awards and grants spending by
the Department of Human Services is
up $250 million or 23.7%, accounting
for more than one-quarter (26.0%) of
the increase in total spending and
more than one-third (36.4%) of the
increase in total grant spending. This
increase is primarily due to the fact
that the Department was newly formed
in fiscal year 1998 and as a result had
no carryover lapse period spending
from the prior year. Of the $250 mil-
lion increase in grant spending by
Human Services, $184 million is for
lapse period spending occurring in fis-
cal year 1999 against fiscal year 1998
appropriations.
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Other increases in grant spending
include Higher Education (up $111 mil-
lion or 36.8%), State Board of Education
(up $99 million or 4.9%), Teacher’s
Retirement (up $88 million or 40.9%),
and the Department of Public Aid (up
$82 million or 4.2%).

Spending for operations of $2.944
billion is $238 million or 8.8% higher
than comparable expenditures last year.
Higher education operations are up
11.7% or $87 million, while all other oper-
ations increased $151 million or 7.7%.

Overall, the General Funds finan-
cial position appears sound through
the first six months of fiscal year 1999.
Balances are running ahead of last
year, and with the exception of corpo-
rate income taxes and lottery transfers,
other sources of revenue to the
General Funds are performing at or
above expectations. On the spending
side, the General Funds currently have
nearly $667 million more of unex-
pended appropriations than at this time
last year. While the General Funds
outlook for the remainder of the fiscal
year is still positive, the level of unex-
pended appropriations and the decline
in corporate income taxes bear close
scrutiny.
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Global economic difficulties also
lead to lower prices for goods traded
on world markets. lllinois benefits
when products that are experiencing
falling prices are not produced locally.
Thus lower gasoline prices resulting
from the drop in the price of imported
petroleum increase the income
Illinoisans have available to spend on
other items, lowering the rate of infla-
tion. The state’s strong domestic econ-
omy also allows sectors that are
shielded from foreign markets to con-
tinue to prosper.

However, the Illinois economy suf-
fers when the products we produce
and trade experience falling prices as a
result of the world economic slow-
down. In particular, depressed corn
and soybean prices, due in large part
to dwindling demand from East Asia,
are putting financial stress on the
llinois farm sector. lllinois ranked
third in agricultural export sales in
1997, with total agricultural exports
valued at $3.7 billion. Specialization in
corn and soybean production is
reflected in Illinois’ rank as the second
largest exporter of each crop. After a
few good years, farmers should be able
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to withstand this year’s low prices, but
some could falter if there is no future
revival of weak product prices.

Weakness in one sector of the
economy normally has a multiplier
effect on other sectors. For example,
falling farm income is reducing the
demand for farm equipment and lead-
ing to cutbacks in this industry. What
is unusual about the current economic
situation is that problems in the world
trade-related sectors of the economy
have not spread. Consumption spend-
ing, including housing purchases,
remains strong. The best measure of
Illinois consumption spending is state
sales tax collections, which increased
5.7 percent in fiscal year 1998 and were
up 5.1 percent through the first five
months of fiscal year 1999. lllinois
building permits were down 5.4 per-
cent in fiscal year 1998 but were little
changed from the levels for fiscal years
1994 and 1995. With declining interest
rates, Illinois building permits are up
1.8 percent through the first four
months of fiscal year 1999.

World economic problems have
followed a domino pattern with a finan-
cial crisis in Thailand spreading
throughout Asia and then to Russia
and now threatening Latin America.
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While falling commaodity prices and
weakening foreign trade have had an
impact on Illinois manufacturing and
agriculture, overall economic activity
has continued in an upward direction.
The economic question for 1999 is
whether the world can remain sepa-
rated into two components, one in
recession and the other prospering. If
not, will the Asian recession spread to
the rest of the world or will strong
exports to Europe and North America
become the starting point for an Asian
economic recovery?
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COVGI’ StO ry continued from page 7

It is easy to get used to the kind of
fiscal flexibility afforded by the current
economic environment. But the good
fortune will not last forever. Actions

that reduce the state’s revenue base or
permanently raise the spending base
must be taken with caution. Because
such actions have a cumulative effect,
it will not necessarily take a recession
to push lllinois over the financial edge.

It may only take a period of slower eco-
nomic growth accompanied by slower
revenue growth. As one Connecticut
budget official put it, 'The view from
Niagara falls is best just before you go
over the edge.”

Local Governments

continued from page 4

In their November 1998 draft
report, the Illinois Task Force sug-
gests that local governments take a
greater interest in the Y2K problem,
and take whatever action may be nec-
essary to ensure the integrity of their
computer-based systems. The report
also suggests that state government
become more involved in bringing
Y2K issues to the attention of local
governments and encouraging them to
take steps to remedy their problems.

The Comptroller’s Office has
made a concerted effort to help local
governments address their millennium
bug problems by publishing a compre-
hensive Y2K guidebook, About Time:
Managing the Y2K Problem in Local
Government. This user-friendly guide-
book was designed to help local gov-
ernments in devising and implement-
ing plans for solving their Y2K prob-
lems. The guidebook offers step-by-
step procedures to assist in many
areas of local government operations,
including risk management, project
planning, upgrading or systems plan-

ning, and provides resources for get-
ting additional assistance. To date
over 400 requests have been received
for the guidebook. The guide can be
requested by contacting the Office of
the Comptroller’s Local Government
Affairs Division at (312) 814-2451 or
can be downloaded from the
Comptroller’s web site at
http://www.comptroller.state.il.us.

FISCa| Smal'tS continued from page 3

location to Illinois or for the introduc-
tion of new products or services that
would create substantial employment.
The balance of these loans was $20.6
million at June 30, 1998. Of that
amount, $12 million was classified as
long-term, and $4.5 million was
deemed uncollectible.

In addition to making loans to
businesses and local governments, the
State also provides financing to port
districts. These loans, administered
by the Capital Development Board,

have financed the construction of
cargo handling facilities at the Illinois
International Port District and the Tri-
City Port District. The port district
loans outstanding at June 20, 1998
were $15.5 million, with $15 million in
uncollectible receivables, and $500
thousand as long-term.

Overall, the State’s loans and notes
receivable appear to be of good quality,
with only 2.4 percent of the gross bal-
ance estimated to be not collectible.
On an individual basis, collectibility

varies depending on the type of loan
and risk involved. For example, the
DCCA business loans are estimated to
be 37 percent uncollectible. ISAC has
certain student loans that are 100 per-
cent guaranteed by certain guarantors,
but the agency also has other scholar-
ship loans that are estimated to be 90
percent uncollectible. This illustrates
that while the state has generally been
conservative in its lending practices,
certain types of loans must be care-
fully managed.

Contact us at our web address: http://www.comptroller.state.il.us

i’
(=5 Ung

Loleta A. Didrickson
COMPTROLLER

Capitol Building
Springfield, Illinois 62706

Bulk Rate
U.S.Postage

Paid
Springfield, IL
Permit No.367




